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such rules are reasonable, nondiscrim-
inatory, and uniformly and consist-
ently applied. 

(c) Adjustments to dollar thresholds—(1) 
Indexing of dollar thresholds. The dollar 
amounts in paragraph (a)(1) (i) and (ii) 
of this A–3 are indexed at the same 
time and in the same manner as the 
section 415(b)(1)(A) dollar limitation 
for defined benefit plans. 

(2) Applicable dollar threshold. The ap-
plicable dollar amount for a particular 
determination year or look-back year 
is the dollar amount for the calendar 
year in which such determination year 
or look-back year begins. Thus, the 
dollar amount for purposes of deter-
mining the highly compensated active 
employees for a particular look-back 
year is based on the calendar year in 
which such look-back year begins, not 
the calendar year in which such look-
back year ends or in which the deter-
mination year with respect to such 
look-back year begins. 

(d) Employees described in more than 
one group. An individual who is a high-
ly compensated active employee for a 
determination year, by reason of being 
described in one group in paragraph (a) 
of this A–3, under either the look-back 
year calculation or the determination 
year calculation, is not disregarded in 
determining whether another indi-
vidual is a highly compensated active 

employee by reason of being described 
in another group under paragraph (a). 
For example, an individual who is a 
highly compensated active employee 
for a determination year, by reason of 
being a 5-percent owner during such 
year, who receives compensation in ex-
cess of $50,000 during both the look-
back year and the determination year, 
is taken into account in determining 
the group of employees who are highly 
compensated active employees for such 
determination year by reason of receiv-
ing more than $50,000, and being in the 
top-paid group under either or both the 
look-back year calculation or deter-
mination year calculation for such de-
termination year. 

(e) Examples. The following examples, 
in which the determination year and 
look-back year are the calendar year, 
are illustrative of the rules in para-
graph (a) of this A–3. For purposes of 
these examples, the threshold dollar 
amounts in paragraph (a)(1) (ii) and 
(iii) of this A–3 are not increased pursu-
ant to paragraph (c) of this A–3.

Example (1). Employee A, who is not at any 
time a 5-percent owner, an officer, or a mem-
ber of the top-100 within the meaning of 
paragraph (a)(1) (i), or (iv), or (a)(2) (i) or (ii), 
but who was a member of the top-paid group 
for each year, is included in or excluded from 
the highly compensated groups as specified 
below for the following years:

Year Compensation Status Comments 

1986 ......... $45,000 N/A ........... Although prior to 414(q) effective date, 1986 constitutes the look-back year for 
purposes of determining the highly compensated group for the 1987 determina-
tion year. 

1987 ......... 80,000 Excl .......... Excluded because A was not an employee described in paragraph (a)(1) (ii) or 
(iii) of this A–3 for the look-back year (1986). 

1988 ......... 80,000 Incl ........... Included because A was an employee described in paragraph (a)(1) (ii) or (iii) of 
this A–3 for the look-back year (1987). 

1989 ......... 45,000 Incl ........... Included because A was an employee described in paragraph (a)(1) (ii) or (iii) of 
this A–3 for the look-back year (1988). 

1990 ......... 45,000 Excl .......... Excluded because A was not an employee described in paragraph (a)(1) (ii) or 
(iii) of this A–3 for the look-back year (1989). 

Example (2). Assuming the same facts as 
those given in Example (1), except that A is a 
member of the top-100 employees within the 

meaning of paragraph (a)(2)(ii) of this A–3 for 
the 1987 year and 1990 year, the results are as 
follows:

Year Compensation Status Comments 

1986 ......... $45,000 N/A ........... Although prior to 414(q) effective date, 1986 constitutes the look-back year for 
purposes of determining the highly compensated group for the 1987 determina-
tion year. 

1987 ......... 80,000 Incl ........... Included because A was an employee described in paragraph (a)(1)(ii) or (iii) of 
this A–3 for the determination year (1987) and was described in paragraph 
(a)(2)(ii) of this A–3 in that year. 

VerDate Jan<31>2003 08:35 Apr 11, 2003 Jkt 200085 PO 00000 Frm 00702 Fmt 8010 Sfmt 8010 Y:\SGML\200085T.XXX 200085T



703

Internal Revenue Service, Treasury § 1.414(q)–1T 

Year Compensation Status Comments 

1988 ......... 80,000 Incl ........... Included because A was an employee described in paragraph (a)(1)(ii) or (iii) of 
this A–3 for the look-back year (1987). 

1989 ......... 45,000 Incl ........... Included because A was an employee described in paragraph (a)(1)(ii) or (iii) of 
this A–3 for the look-back year (1988). 

1990 ......... 45,000 Excl .......... Excluded even though in top-100 employees during 1990 determination year be-
cause A was not an employee described in paragraph (a)(1)(ii) or (iii) of this A–
3 for the look-back year (1989) or for the determination year (1990). 

A–4: Who is a highly compensated 
former employee? 

Q–4: (a) General rule. Except to the 
extent provided in paragraph (d) of this 
A–4, a highly compensated former em-
ployee for a determination year is any 
former employee who, with respect to 
the employer, had a separation year (as 
defined in A–5 of this § 1.414(q)–1T) prior 
to the determination year and was a 
highly compensated active employee as 
defined in A–3 of this § 1.414(q)–1T for 
either such employee’s separation year 
or any determination year ending on or 
after the employee’s 55th birthday. 
Thus, for example, an employee who is 
a highly compensated active employee 
for such employee’s separation year, by 
reason of receiving over $75,000 during 
the look-back year, is a highly com-
pensated former employee for deter-
mination years after such employee’s 
separation year. 

(b) Special rule for employees who per-
form no services for the employer in the 
determination year. For purposes of this 
rule, employees who perform no serv-
ices for an employer during a deter-
mination year are treated as former 
employees. Thus, for example, an em-
ployee who performed no services for 
the employer during a determination 
year, by reason of a leave of absence 
during such year, is treated as a former 
employee for such year. 

(c) Dollar amounts for pre-1987 deter-
mination years. For determination 
years beginning before January 1, 1987, 
the dollar amounts in paragraph 
(a)(1)(B) and (C) of A–2 of this § 1.414(q)–
1T are $75,000 and $50,000 respectively. 

(d) Special rule for employees who sepa-
rated from service before January 1, 
1987—(1) Election of special rule. Em-
ployers may elect to apply paragraph 
(d)(2) of this A–4 in lieu of paragraph 
(a) of this A–4 in determining whether 
former employees who separated from 
service prior to January 1, 1987, are 
highly compensated former employees. 

If this election is made with respect to 
any qualified plan, it must be provided 
for in the plan. If the employer makes 
this election with respect to any em-
ployee benefit plan, such election must 
be used uniformly for all purposes for 
which the section 414(q) definition is 
applicable. The election, once made, 
cannot be changed without the consent 
of the Commissioner. 

(2) Special definition of highly com-
pensated former employee. A highly com-
pensated former employee includes any 
former employee who separated from 
service with the employer prior to Jan-
uary 1, 1987, and was described in any 
one or more of the following groups 
during either the employee’s separa-
tion year (or the year preceding such 
separation year) or any year ending on 
or after such individual’s 55th birthday 
(or the last year ending before such 
employee’s 55th birthday): 

(i) 5-percent owner. The employee was 
a 5-percent owner of the employer at 
any time during the year. 

(ii) Compensation amount. The em-
ployee received compensation is excess 
of $50,000 during the year. 

The determinations provided for in 
this paragraph (b)(2) may be made on 
the basis of the calendar year, the plan 
year, or any other twelve month period 
selected by the employer and applied 
on a reasonable and consistent basis. 

(e) Rules with respect to former 
employees—(1) In general. For specific 
provisions with respect to the treat-
ment of former employees and of high-
ly compensated former employees, 
refer to the rules with respect to which 
the section 414(q) definition of highly 
compensated employee is applicable. 

(2) Former employees excluded in deter-
mining top-paid group, top-100 employees 
and includible officers. Former employ-
ees are not included in the top-paid 
group, the group of the top-100 employ-
ees, or the group of includible officers 
for purposes of applying section 414(q) 
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